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mutual ctedits provided; as the most acute problem of all 1
international economics has been the great shortage of hiquidity
since the war, 1t would be a pity to dispense with any et
contributton, albert one ot a regional basis, to the amount of
nternational hquidity avadlable,

§ 6, Summary, It appears that the move smce the war to-
wards greater international co-operation has been piecemes]
and not very extensive. It 15 thought, however, that the next
step should be for all the nations to get their own houses more
thoroughly m order. The thinking that has taken place and
the plans that have been made, incomplete and fragmentary
as these have been, make  quite certam that, should a world
wide depression recur, there would be quick moves towards
closer collaboration between the various countries, If no
depression oceurs, but a phase of high activity, tendimg towards
inflationary pressure, continues, the mam emphasis will be on
the separate actions of national Governments At the same
time we may hope for moderate improvements and refinements
in the machinery for co-operation



APPENDIX

THE punctples by which the figures m the tables in Chapter 1I
are calculated may be explained as follows*

1. Tables VII, IX and XI. It 1s assumed that cost gradients
are in all four cases linear and proportional to initial costs
the respective countries, Transport costs are neglected.

Let r be the final ratio of the cost of wheat to the cost of coal,
at home and abroad, as 1t is established 1n the final equitibrium
1/r thus represents the number of units of wheat that can be
had m exchange for one umt of coal in that equilibrium
Let g be the change mn cost consequent on the shaft in production
due to the openung of trade. Let p be the imtial cost abroad
of 1 unit of coal prior to the opening of trade  (Other initial
costs are each 1 by the definition of the umts of product and
cost.)

The final position may be represented as follows:

Cost Cost
at home abroad
Unit of wheat . . 1—q 14g
Unt of coal . . . l4g r(1—9)
We then have:
-1——;-q=r= 1+q
I+ p(l~9)
from which 1t follows that:
1
=75 )
and )
—-r
5 @

These equations suffice for the calculation of the final
positions on various assumptions as to the value of p,1e the
degree of initial disparity of cost ratios.
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In the first edition of this book the cost of a unit of wheat 1n
final equilibrium was written down as 1—% at home and 1+%

abroad, on the ground that the reduction in the number of
units of wheat produced at home would be greater, in the

proportion %, than the increase 1 the number of units of coal,
smce%_ units of wheat could be obtaimned in foreign trade per

unit of coal exported The msertion of %, in the upper lines of

all the tables necessarily complicated the calculations and, on
reflection, I have decided that it 1s mappropriate (It also
leads to somewhat unrealistic conclusions.) The question
turns on what units of coal and wheat we use when we work
on the assumption that their cost gradients are proportional
to mutial costs, In the first edition I adhered to the units of
product contamed in the imtial definitions (viz. one umit of
coal 15 that amount of coal which costs the same to produce as
one unit of wheat, before t1ade, 1n the home country). But
these units have no special validily It must be remembered
that the facts set out in Table V 1n the text could be equally
well represented as follows, by merely defining a unit of coal
as that amount of coal which cost the same to produce n the
outside world, before trade, as a umit of wheat:

INITIAL, POSITION

Cost Cost

at home abroad
Unit of wheat . . . 1x 1y
Untt of coal . . . x ly

Taking these units, r i the final equilibrnim would be not
1.2, but 2:1. By this definition a unit of coal would only
be one-quarter of the unit of coal as defined for the purpose
of Table V. As conditions at home have no logical priority
over those abroad, or vice versa, it has seemed most natural
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and appropriate to take the geometiic mean of these two units,
giving a final ratio of 1:1, in calculating the cost gradient,
Then, since r==1(for tius purpose only) 1t disappears from the
top row expressions in Tables VII, IX and XI. More generally
it has seemed expedtent for the purpose of calculating pro-
portional cost giadients, to take 1 unit of coal to be that
amount of coal which exchanges for 1 unit of wheat in the final
equibbrivm  This enables us to dispense with any reference to
r m the top row expressions 1n all the tables. It seems most
natural to take 1 unit of coalto be that amount which exchanges
for 1 unit of wheat after the world has entered mto full trading
relations It is to be remembered that in postulating pro-
portional gradients, we are not asserting anything as fact or
as the most probable relation, We are merely concerned to
set up a schema whereby the effect of varying certain vartables,
including the gradients themselves, may be demonstrated.

2 Table XIII, I have assumed gradients to be in inverse
proportion to the amount of production 1n the region Letn
represent the ratio of home production to the production of
the outside world prior to trade. We then have:

FmNAL PoOSITION

Cost Cost
at home abroad
Unit of wheat . . R 1-+ng
Unit of coal . . . 14¢q p(1—ng)

3. Tables XIV and XV. g1s the change in cost in the home
country per unit change in the amount produced divided by
1/, times the change 1n cost abroad per umt change in the
amount produced. We then have*

FINAL POSITION

Cost Cost
at home abroad
Unit of wheat . . . l-—ggq 1+ng
Unit of coal . . 14-g9 p(1—ng)

In Table XV n==1
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Reference 1s made m the text (p. 31) to gam per unit of
foreign trade. ‘This 1t is impossible to determine 1n absolute
terms without knowing how much the rise 1n the cost of
producing coal 15 due to “rent” elements (cf. p 26). If it
were entirely due to rent, then the gain per unit of trade would
be equal to the new ratio munus the pre-trade ratio, viz. 1n
Table XV, 1-59 munus 1. If no rent element entered 1n,
then, assuming equal gradients for wheat and coal, it would
be half this, In comparing Table XV with Table IX 1t 15
proper to assume that the same proportion of the rise 1n the
cost of coal is due 1n both cases to rent. Since, for the com-
parison, 1t is not needful to know the absolute amount of
gain per unit, we may take 59  (viz 1°59—1) as the measure
of the gamn m Table XV to be compared with 414 | (viz
1'414—1) as the measure of the gain 1n Table IX,

A TARIFF AND THE QUANTITY AND TERMS OF TRADE

Let a uniform tariff of amount ¢ be imposed by the home
country, where ¢ stands for the ratio of tanff to price, Repre-
sent 14+ by T

The schema for full trade 15 as follows.

Cost Cost
at home abroad
Unit of wheat 1—gq 1-ng
Unit of coal . 1+gg p(l—ng)
Ratio of costs . Tr r
In the case where g=1 and n=1
. 1
VT Vp
and
=Y2= VT
Vp+ VT

The terms of trade confronting the home country are
represented by »  The smaller 18 r, the more favourable are
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the terms. Let r represent the terms under free trade and r,
the terms when there 1s a taniff of t;,. In comparing the pain
per unit of trade when there 13 a given tariff with the free trade
position, we may take 1—r; and 1—ry as indexes of gain per
unit. This mplies that rent elements play the same propor-
tional part 1 both cases

Any tariff increases the gain per unit of trade while reducing
the quantity of trade Tt seems that 1n most cases, where the
rest of the world 15 at all large by comparison with the home
country, any tarif whatever will reduce the quantity by a greater
proportion than it increases the gain per unit, and will thus
cause a net loss This 15 not in line with some doctrines that
have been propounded recently.

I am not able to supply a general formuwla The upshot
depends primarily (1) on the size of the world 1n comparison
with the home country (/, above) and (1) on the degree of
divergence of comparative costs (p above) Where the diver-
gence 1s large, there 1s greater scope for the possibility of gain
by tariff If trade 1s reduced by a tanff to vamshing pomt,
the most favourable value that r can achieve 1s 1/, Conse-
quently the scope for an improvement 1n r, as trade 15 cut off,
depends on the amount of its divergence from !/, in the free
trade position. Where the rest of the world 1s relatively large,
this divergence is in any case small, consequently the rate of
improvement 1 the ratio, as trade 15 reduced, 1s small and a
taniff must bring net loss  But the ¢hance that r will diverge
substantially from 1/, in the free trade position 15 greater, the
greater is p.

Where the difference in comparatve cost is no more than
o the ratio 2.1 (p=2), it appears that a tanff will mvolve a
net loss whenever the rest of the world 1s somewhat larger than
the home country. Where the rest of the world is four times
as great as the home country or more, 1t appears that there
will be net loss for all values of p. But where the rest of the
world 1s substantially smaller than this and p 1s very large,
there are possibulities of net gain.

It is to be noted that the measure of gam provided by the
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schema is a hard physical measure. It operates in terms of
the quantity of wheat that can be secured for a country by the
devotion of a given quantity of resources to the production
of coal for export instead of devoting them to the direct pro-
duction of wheat It does not allow for further gams fiom
trade that may accrue when demand 1s taken 1nto account and
new consumers’ surpluses accrue through the adaptation of
consumer budgets to the new price structure set up m con-
sequence of trade.
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